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RESPONSE OF POSTAL SERVICE WITNESS SCHERER 
TO OCA INTERROGATORIES 

OCAIUSPS-Tl-14. Please refer to your response to OCA/USPS-TIJ. Consider the 
following two mailers: 
“Mailer 1” presents 300 pieces of Priority Mail each weighing 1 pound addressed for 
delivery within one ADC. Assume further that 225 pieces are addressed for delivery to 
one ZIP Code, and the remaining 75 pieces are equally distributed among 5 additional 
ZIP Codes within the ADC. 
“Mailer 2” also presents 300 Priority Mail pieces each weighing 1 pound. However, 
assume all 300 pieces are equally distributed to 20 different 5-digit ZIP Codes. 
a. Please describe the preparation requirements for Mailer 1 and Mailer 2 under the 

Priority Mail presort discount eliminated in Docket No. R97-1. 
b. Please provide the per piece and total amount of the discount for Mailer 1 and 

Mailer 2 under the Priority Mail presort discount eliminated in Docket No. R97-1. 
C. Please provide the per-piece and total amount of the discount for Mailer 1 and 

Mailer 2. and explain how the discounts will differ, under the proposed Priority 
Mail presort discount. 

d. Please confirm that the Priority Mail presort discount eliminated in Docket No. 
R97-1 provided a greater incentive to mailers to present low-density mailings as 
compared to high-density mailings of presorted Priority Mail. If you do not 
confirm, please explain. 

e. Please confirm that the proposed Priority Mail presort discount provides a greater 
incentive to mailers to present high-density mailings as compared to low-density 
mailings of presorted Priority Mail. If you do not confirm, please explain. 

RESPONSE: 

a. This depends on whether the hypothetical 300 pieces are flats or parcels. For 

flats: As I stated in my response to OCA/USPS-Tl-1, “a five-digit sort was required 

(under the Priority Mail presort discount eliminated in Docket No. R97-1) if a 15pound 

sack sorted to 5 digits could be prepared.” Mailer l’s 75 pieces, equally distributed 

among 5 ZIP Codes, would therefore have to be prepared in 5 sacks of 15 pieces (and 

pounds), each presorted to its respective 5-digit ZIP Code. The remaining 225 pieces 

would be prepared in sacks, presorted to the one common 5digit ZIP Code. Mailer 2’s 

300 pieces would be prepared in 20 sacks of 15 pieces (and pounds), each presorted to 

its respective 5-digit ZIP Code. 
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Response to OCAIUSPS-Tl-14a (Cont.) 

For parcels: as I stated in my response to OCA/USPS-Tl-1, “a five-digit sort was 

required if 6 or more pieces sorted to 5 digits could be prepared.” Mailer l’s 75 pieces, 

equally distributed among 5 ZIP Codes, would be presented in sacks, presorted to their 

respective 5-digit ZIP Codes. The remaining 225 pieces would be prepared in sacks, 

presorted to the one common 5-digit ZIP Code. Mailer 2’s 300 pieces would be 

presented in sacks, presorted to their respective 5-digit ZIP Codes. 

b. For both Mailer 1 and Mailer 2, the discount for every piece -whether flats or 

parcels - is 11 cents, and the total amount of the discount is 300 pieces x 11 

cents/piece = $33. 

C. The total amount of the discount cannot be answered without knowing how many 

pieces, at a minimum, will be required per container (or separation). Such make-up 

requirements have not been finalized yet. In addition, information has not been provided 

in the interrogatory to determine -for pieces that do not qualify for the 5-digit discount - 

qualification for the 3-digit discount. The per-piece discount is 25 cents for 5-digit 

presort, 16 cents for 3-digit presort, and 12 cents for ADC presort. 

d. Not confirmed. No incentive mechanism was inherent in the old presort discount 

structure. Mailers were not able to choose one presort level over another. Rather, 

presort levels were dictated by what I have called the discounts “sequential sorting 

requirements.” 

e. Confirmed, assuming that the mailer’s marginal cost of presorting to greater 

3 
depth is less than the incremental discount therefrom. 
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OCAIUSPS-Tl-15. Please refer to your testimony at page 10. line 23, and page 11, 
lines 1-2. 
a. Please confirm that the limited flexibility of the density-based sequential sorting 

requirements of the Priority Mail presort discount eliminated in Docket No. R97-1 
likely discouraged the mailing of densely presorted Priority Mail pieces presented 
for the discount. If you do not confirm, please explain. 

b. Please confirm that the proposed Priority Mail presort discount, under which any 
of three presort levels (5digit, 3digit or ADC) can be chosen as an option 
regardless of densities at the other two presort levels, plus the larger discounts 
for deeper sort, is likely to more than double the proportion of presorted Priority 
Mail pieces. If you do not confirm. please explain. 

C. Please confirm that an increase of more than double the proportion of presorted 
Priority Mail pieces would increase your estimated loss of gross revenue. If you 
do not confirm, please explain. 

RESPONSE: 

a. Not confirmed. Please see my response to OCAIUSPS-Tl-14(d). 

b. Not confirmed. At page 10, line 23 through page 11, line 2 of my testimony, I 

posited that, compared to the old Priority Mail presort discount, the proportion of Priority 

Mail taking the proposed new discount will double. I have no basis for speculating that 

my estimate will be either high or low. 

C. Confirmed. 
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OCAIUSPS-Tl-16. Please refer to your response to OCA/USPS-Tl-10. 
a. Please define “customer location” as used throughout your response, and 

distinguish “customer location” from “presort mailer” as used in the interrogatory. 
b. Please answer OCAAJSPS-Tl-10, parts a. and b.. with respect to “presort 

mailer.” 

RESPONSE: 

a. “Customer location” in my response to OCAIUSPS-Tl-10 was meant to 

represent a unique location from which a customer sends mail. Some customers send 

mail from more than one,location. Each customer location in the CBCIS database has a 

unique “Customer ID.” I used “customer location” in my response because “presort 

mailer” was not defined in the interrogatory and it was not immediately apparent how 

many customers -as opposed to customer locations-were represented by the 217 

observations (or lines of data) in the CBCIS-derived database of presorted Priority Mail 

in Fiscal Year 1998. 

Upon performing various sorts and visual examinations of the Fiscal Year 1998 

presorted Priority Mail database, I am now able to offer the following. Three customer 

locations are repeated once (same Customer ID appears twice), suggesting that the 

number of customer locations should be reduced from 217 to 214. Two additional 

entries have approximately the same customer name and the same address, 

suggesting - despite inexplicably different Customer IDS -that the number of customer 

locations should be further lowered to 213. Additionally, visual examination reveals two 

customers each mailing from two different locations, and one customer mailing from six 

different locations. While all other customers appear to be single-location mailers 

(customer names are different), I cannot definitively say that there are no other multi- 
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location mailers because some customers may be related by affiliation (e.g., subsidiary 

relationship). 

I am unable to distinguish “customer location” as used in my response to 

OCAKJSPS-Tl-10 from “presort maileT as used in the interrogatory because the latter 

was not defined in the interrogatory. 

b. I am unable to answer because “presort mailer” was not defined in OCAIUSPS- 

Tl-10. However, if”presort mailer” is taken to mean customer, rather than “customer 

location” as defined in part (a) above, I count 203 single-location mailers, two two- 

location mailers, and one six-location mailer, for a total of 206 presort mailers (from 213 

locations). 

Again, if “presort mailer” is taken to mean customer, rather than “customer 

location” as defined in part (a) above, the following can be said about the 206 presort 

mailers I have counted. Among the largest 183, for which I deem the ratio of total 

revenue to the total number of pieces as sufficiently precise to indicate that presorted 

mail was exclusively two pounds and under and/or in flat rate envelopes, 102 had 

average realized revenue equal to $2.89. Of the remaining 23, 16 had average realized 

revenue per piece sufficiently close to $2.89 to suggest that their presorted mail was 

exclusively 2 pounds and under and/or in flat rate envelopes. The total number of 

“presort mailers” that had average realized revenue per piece of $2.89 is therefore 

estimated at 118. 
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OCAIUSPS-Tl-17. Please refer to your response to OCAIUSPS-Tl-10(a) and (b). 
a. For the 217 “customer locations,” please provide the total revenue divided by the 

total number of pieces for the 192 customer locations, the 106 customer 
locations, the 25 customer locations and the 16 customer locations. Show all 
calculations. 

b. Please provide the information requested in part a. of this interrogatory for 
“presort mailers” of Priority Mail. 

RESPONSE: 

a. Total revenue divided by the total number of pieces (average realized revenue 

per piece) is $14,308,139/4,822,125 = $2.97 for the 192 largest customer locations; 

$11,974,603/4,142,770 = $2.89 for the 106 customer locations among the 192 largest 

with average realized revenue per piece equal to $2.89; $646/66 = $9.79 for the 25 

smallest customer locations; and $95/32 = $2.97 for the 16 customer locations among 

the 25 smallest with average realized revenue per piece approximately equal to $2.89. 

b. As stated in my response to OCAIUSPS-Tl-16(b), I have not been provided with 

a definition of “presort mailer.” However, I will assume what is meant is “customer,” 

rather than “customer location” as defined in my response to OCA/USPS-Tl-16(a). 

Total revenue divided by the total number of pieces (average realized revenue per 

piece) is $14,308,160/4,822,128 = $2.97 for the 183 largest presort mailers; 

$11,964,589/4.139,305 = $2.89 for the 102 presort mailers among the 183 largest with 

average realized revenue per piece equal to $2.89; $625/63 = $9.92 for the 23 smallest 

presort mailers; and $95/32 = $2.97 for the 16 presort mailers among the 23 smallest 

with average realized revenue per piece approximately equal to $2.89. 
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OCAIUSPS-Tl-18. Please refer to your response to OCA/USPS-Tl-12(a). Please 
confirm that the value of the proposed presort discount relative to the Priority Mail rate is 
greater in percentage terms for lighter weight pieces than for heavier weight pieces at 
each presort level. If you do not confirm, please explain. 

RESPONSE: 

Confirmed. This is what I meant when I said in my response to OCAIUSPS-Tl- 

12(a): “[Mlailers of lighter-weight pieces will realize greater percentage rate decreases 

from the proposed presort discounts because their base rates are lower.” 



RESPONSE OF POSTAL SERVICE WITNESS SCHERER 
TO OCA INTERROGATORIES 

OCAIUSPS-Tl-19. Please refer to your response to OCA/USPS-Tl-1 l(a), where you 
refer to the “Special Priority Report.!’ 
a. Please provide the weight distribution data for presorted Priority Mail found in the 

“Special Priority Report” for GFY2000, and the test year volume of Priority Mail, 
afler rates, from Docket No. R2000-1. 

b. Assume a mailer presents 1,000 pieces of presorted Priority Mail. Assume 
further that 800 pieces weigh one pound or less, while the remaining 200 pieces 
weigh more than one pound but less than or equal to two pounds. Please 
confirm that the 200 pieces will not qualify for any presort discount. If you do not 
confirm, please explain. 

RESPONSE: 

a. The “Special Priority Report” for GFY 2000 is attached. There are no data for 

presorted Priority Mail because there was no Priority Mail presort classification in GFY 

2000. 

Priority Mail test year volume, after rates, is 1,243,245,000 pieces. Please see 

PRC ,Op. R2000-I, Appendix G, at 4. 

b. Not confirmed. If presented together, the 800 and 200 pieces are not considered 

separate mailings. Since the total mailing size, 1,000 pieces, exceeds the 300-piece 

minimum, all 1,000 pieces qualify for the proposed Priority Mail presort discount. 
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER 
TO OCA INTERROGATORIES 

OCAIUSPS-Tl-21. Please refer to your testimony at page 3, lines 7-9, where it states 
the “Postal Service will aim to extend the presort discount to roughly 10 mailers . . .” 
a. Is the Postal Service seeking “roughly IO mailers”, or roughly 10 “customer 

locations,” to participate in the experiment? Please explain. 
b. If up to 20 mailers request to participate in the experiment, will all 20 mailers be 

permitted to participate? If your answer is no, what criteria will the Postal Service 
use to select the “roughly IO mailers” to participate in the experiment. 

C. If 20 or more mailers request to participate in the experiment, what criteria will 
the Postal Service use to select the “roughly 10 mailers” to participate in the 
experiment. 

d. Is ADP guaranteed to be one of the “roughly 10 mailers” that participate in the 
experiment? 

e. What circumstances or factors, if any, can you identify that would preclude ADP 
from participating in the experiment? 

RESPONSE: 

a. The Postal Service is seeking roughly 10 customer locations to participate in the 

first year to year-and-a-half (“Phase I”) of the experiment. This could comprise, for 

example, 10 customers, each with one,location; or9 customers, 8 with one location and 

1 with two locations. The “10” is only an approximate target, so slightly more or slightly 

fewer than 10 customer locations may be included in the first phase of the experiment. 

b. No, 20 mailers would exceed the target for Phase I of the experiment. The 

criteria used to select roughly 10 mailers from among these applicants were stated at 

page 4, lines 5-15 of my testimony. 

C. The criteria used to select roughly 10 mailers from among these applicants were 

stated at page 4, lines 5-i 5 of my testimony. 

d. No customers are guaranteed participation in the proposed experiment. 

e. ADP could be precluded from participating in the proposed experiment if they do 

not meet the criteria stated at page 4, lines 5-l 5 of my testimony. Participation is also a 
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matter of customer choice. So, ADP could also be precluded from the experiment if they 

choose not to participate (though, to be sure, strong interest is indicated in Witness 

Kalenka’s testimony). 



RESPONSE OF POSTAL SERVICE WITNESS SCHERER 
TO OCA INTERROGATORIES 

OCA/USPS-Tl-22. Please refer to your testimony at page 11, lines 4-11, and 
Attachment A, line (9) “Existing Volume That Will Take the Discount,” 1.5%. 
a. Please confirm you are assuming that 10 “Participating Mailers” will cause an 

increase of 100 percent in the proportion (i.e., 1.5 percent vs. 0.75 percent) of 
Priority Mail pieces that take the proposed Priority Mail presort discount, if 
recommended. 

b. Please explain why you assume that 10 “Participating Mailers” from the entire 
universe of potential mailers of Priority Mail will be able to increase by 100 
percent the proportion of Priority Mail pieces that take the proposed discount. 

RESPONSE: 

a. Confirmed. 

b. As I explained in footnote 5 on page 11 of my testimony, participation in the 

Priority Mail presort discount eliminated in Docket No. R97-1 was highly concentrated in 

just a handful of mailers. It is therefore my judgment that, compared to the old discount, 

relative participation in the proposed new discount can double from just 10 mailers. 
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OCAIUSPS-Tl-23. Please refer to your response to OCAAJSPS-Tl-13(d), and the 
Attachment thereto, and the attachment to this interrogatory, identified as “New lib 
Volume: OCA Revised Att A” (herein “OCA Attachment”). The shaded cells in the OCA 
Attachment are different from the attachment to your response to OCAAJSPS-Tl-13(d). 
Please confirm that the shaded cells in the OCA Attachment are correct. If you do not 
confirm, please explain. (Calculations are documented on page two of the OCA 
Attachment. An Excel version of the OCA Attachment will be made available for posting 
on the Commission’s website.) 

RESPONSE: 

Confirmed, the OCA calculations are correct. One of the reasons the OCA 

Attachment is different than my attachment to OCA/USPS-Tl-13(d) is that the OCA 

Attachment, unlike my attachment to OCA/USPS-TI-13(d), deviates from the exact 

format used in USPS-T-l, Attachment A. For example, line 2 in USPS-T-l, Attachment 

A is “Not Discounted (Existing Volume Only).” In the OCA Attachment, line 2 is limited to 

one-pound volume: “Not Discounted (Existing Ilb Volume Only).” 

The other factor resulting in differences between my attachment to OCA/USPS- 

Tl-13(d) and the OCA Attachment is that, as acknowledged in OCA/USPS-Tl-13(d), I 

was absent knowledge of average attributable cost per piece for one-pound pieces. For 

purposes of demonstration, I used a crude algorithm to estimate this as $2.163. The 

OCA Attachment includes data documenting this figure as actually $2.142. The 

difference between these cost figures acwunts’for the difference between the change in 

Test Year total Priority Mail attributable cost, before vs. after the experiment: 

-$4.720,000 in my attachment to OCA/USPS-TI-13(d), compared to -$4,712.000 in the 

OCA attachment. Note that volume and revenue impacts are the same in the two 

models,‘however. 
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OCA Revised Att A 

Page 1 of 6 

Proposed Priority Mail Presort Discount: Estimated Volume and Financial Impacts 
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Attachment to OCAIUSPS-Tl -23 
New Ilb Volume 
OCA Revised Att A 
Page 2 of 0 

Notes For Calculations 

la, lb, Id, If: See Docket No. R2000-1. Appendix G. Schedule 1 
Ic = lb/la 
le = Id/la 
lg = If/la 
lh = lb/Id 
1 .la: Sea Docket No. R2000-1, PRC-LR-3, File: “LR13Prixls” Sheet: “Volumes.” 
1 .lb: See Docket No. R2000-1, PRC-LR-3. File: “LRI3Prixls” Sheet: “Rates.” 
l.lc= l.lb/l.la 
1 .ld: See Sheet: “Costs” 
l.le= l.ld/l.la 
l.lf = l.lb- l.ld 
l.lg = l.lc- l.le 
l.lh = l.lbtl.ld 
1.2a=la-l.la 
1.2b=lb-l.lb 
1.2~ = 1.2bll.2a 
1.2d = Id - i.ld 
1.2e = 1.2dll.2a 
1.2f=lf-i.if 
1.2g=1.2c-1.2e 
1.2h = 1.2bll.2d 
2a=l,la-3a 
2b=2axl.lc 
2c = 2b/2a 
2d=2axl.le 
2e = 2dl2a 
2f=2b-2d 
2g = 2c - 2e 
2h = 2b12d 
3a=lax9a 
3b = 3a x (1.1~ -((14a + 15a + 16a)/3)) 
3c = 3bl3a 
3d = 3a x (l.le - ((I la + 12a + 13a)13)) 
3e = 3d13a 
3f=3b-3d 
3g = 3c - 3e 
3h = 3b13d 
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New llb Volume 
OCA Revised Att A 
Page 3 of 6 

Notes For Calculations 
(Continued) 

4a = 3ax((-((14a + 15a + 16a)/3)/1.lc)/2)x IOa 
4b =4ax(l.lc-((14a + 15a + 16a)/3)) 
4c = 4b14a 
4d = 4a x (l.le - ((lla + 12a + 13a)/3)) 
4e = 4dl4a 
4f=4b-4d 
4g=4c-4e 
4h = 4bl4d 
5a,5b=Row2+Row3+Row4 
5c = 5b15a 
5d=Row2+Row3+Row4 
5e = 5d/5a 
5f= Row2+Row3+Row4 
5g = 5c - 5e 
5h = 5b15d 
6b=17axlEa 
8f=6b-6d 
7a,7b=Row5+Row6 
7c = 7bl7a 
7d=Row5+Row6 
7e = 7dl7a 
7f=Row5+Row6 
7g = 7c - 7e 
7h = 7b17d 
7.la,7.lb=Row1.2+Row7 
7.1~ = 7.lb17.la 
7.ld = Row 1.2 + Row 7 
7.le = 7.ldff.la 
7.lf = Row 1.2 + Row 7 
7.lg=7.lc-7.le. 
7.lh = 7.lbff.ld 
8=Row7.1-Row1 
ga: See USPS-T-l, Section II.E, at 11. 
10a: See Docket No. R2000-1. USPS-T-8 at 21. 
11 a, 12a. 13a: See USPS-T-2, Section V.. at 7. 
14a, 15a. 16a: See USPS-T-l, Section 8.A.. at 2. 
17a: See USPS-T-l, Section ILE.. at 13. 
18a: See UPSS-T-1, Section 11.9.. at 3. 
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RESPONSE OF POSTAL SERVICE WITNESS SCHERER 
TO OCA INTERROGATORIES 

OCAIUSPS-Tl-24. Please referto yourtestimony beginning on page 4 where it discusses 
the rationale for presort discounts for Priority Mail. Also, please review the testimony of 
witness Kalenka, USPS-T-3, at page 3, lines 4-6, page 6, lines 16-21, and page 7, lines 
14. Is the Postal Service proposing presort discounts for Priority Mail as a means to retain 
Priority Mail volumes in the face of increasing competition? Please explain and provide 
any documents related to competition as a factor in proposing presort discounts for Priority 
Mail. 

RESPONSE: 

Retention of volume in the short run, e.g., during the course of the experiment, is 

not one of the objectives of the proposal. Accordingly, it was not part of the rationale I 

mentioned at USPS-T-l, pages 4-7. However, as I acknowledged at USPS-T-l, page 

15, lines 18-20, the proposed experiment could result in the retention of some volume 

that would otherwise have gone to competitors. Retention of volume can be considered 

a by-product of any effort to improve a product or service. 

Consistent with our mandate to provide mail classifications that meet the needs 

of the mailing public at reasonable rates, the Postal Service will consider, if the 

experiment’s results warrant, requesting the establishment of permanent classifications 

and rates for presorted Priority Mail. If the end result is a more attractive product and, 

therefore, more demand from mailers, the Postal Service would regard such a 

development as positive. Attracting customer interest is more of a challenge in mail 

subclasses, such as Priority Mail, which face strong competition from the private sector. 

Whether this competition is “increasing,” I am unable to confirm. This was witness 

Kalenka’s characterization - not in the passages cited in this interrogatory, but at page 

7, line 13 of his testimony, where the market for expedited, 2-3 day delivery service is 

described as “increasingly competitive.” 

I am unaware of the existence of any documents relating to competition as a 

factor in proposing presort discounts for Priority Mail. 



DECLARATION 

I, Thomas M. Scherer, hereby declare, under penalty of perjury, that the foregoing 
Postal Rate Commission Docket No. MC2001-1 interrogatory answers are true to the 
best of my information, knowledge and belief. 

-9-LmdMSL 
Thomas M. Scherer 

s- 7 8 ( 
Date 



CERTIFICATE OF SERVICE 

I hereby certify that I have this day served the foregoing document upon all 

participants of record in this proceeding in accordance with section 12 of the Rules of 

Michael T. Tidwell 

475 L’Enfant Plaza West, S.W. 
Washington, DC. 20260-l 137 
May 7,200l 


